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NEWS BUSINESS
SLOW GROWTH

High fuel costs dampen
private sector activity
Qureishi said the slower growth rate should not be cause for
alarm but the proposed tax regime may affect PMI in future
BY VICTOR AMADALA
AND CYNTHIA ILAKO

CFC Stanbic economist Jibran Qureishi

MARKET REPORT

ALY KHAN SATCHU

The Indian
Ocean
Economy and
a Port Race

G

ood Morning from Durban,
South Africa. Durban is
the southern-most and
largest Port on the Indian Ocean
in Africa [in 2017 the port catered
for 9,821 vessels and processed
22,785,7619 metric tons of cargo]
and has the largest population of
Indians outside India. The Indians
in Durban and all along the Indian
Ocean coast-line from Mombasa
to Beira to Durban were brought to
Africa by the monsoon winds.
Professor Felipe Fernández-Armesto explains ‘’The precocity
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of the Indian Ocean as a zone of
long-range navigation and cultural
exchange is one of the glaring
facts of history’’, made possible by
the ‘’reversible escalator’’ of the
monsoons. The Indian Ocean Economy preceded the Atlantic Ocean
Economy, where the Europeans
only learnt how to ‘’crack the
code’’ of the Atlantic winds [and
a new ‘Western’ culture arose on
both sides of the ocean] long after
the Indian Ocean.
As we scan the Blue Economy
it is worth appreciating that
Maritime shipping is the lifeblood
of Africa, with over 90% of the
continent’s imports and exports
transported by sea. Today from
Massawa, Eritrea [admittedly
on the Red Sea] to Djibouti, from
Berbera to Mogadishu, from Lamu
to Mombasa to Tanga to Bagamoyo to Dar Es Salaam, through Beira
and Maputo all the way to Durban
and all points in between we are
witnessing a Port race of sorts
as everyone seeks to get a piece
of the Indian Ocean Port action.
China [The BRI initiative], the Gulf
Countries [who now appear to see
the Horn of Africa as their hinterland], Japan and India [to a lesser
degree] are all jostling for optimal

Kenya private sector growth dropped
to a six month low of 53.6 in July on
account of high input cost due to
limited supply of raw materials and
global increase in fuel costs.
Data by the International Energy
Agency (IEA) shows that global oil
prices have almost doubled since
July last year when a barrel was
quoted at $47.6 (Sh4760 ) to a high
of $79 (Sh7900 ) mid last month.
Organization of the Petroleum
Exporting Countries (OPEC) quotes
a barrel of oil at annual average of
$68.31 (Sh6800 ) up from $52.5
(Sh5250 ) in 2017 and $40.6 (Sh4060
) the previous year.
This is attributed to a production cap imposed by oil producing
countries mid last year to contain
oversupply.
The monthly Stanbic Kenya Bank
Purchasing Managers’ Index shows
operations in the private sector
shrunk by 140 basis points from
June’s 55, the slowest since January.
The highest recorded activity was in
April at 56.4.
The monthly indicator is based
on activity in the manufacturing
and service sectors with readings
above 50 signalling an improvement
in business conditions, while any
figure below this indicates poor
performance.

‘’geo-economic’’ positioning.
Overlay the Geopolitics and its
worth noting that the Geopolitics
has become much more fluid.
Fluidity has been engendered by
the spectacular arrival of Prime
Minister Abiy in Ethiopia [which is
land-locked, of course but a key
Future Taker of Port facilities] who
has made peace with President
Afawerki’s Eritrea and is surely set
to undercut Djibouti and even LAPPSET, both Projects which seem
to me to have been predicated
to some degree on a permanent
Freeze between Ethiopia and Eritrea. Investments in Ports have a
long lead time and I am not certain
that those same investments are
able to re-calibrate at the speed
with which the Geopolitics is
moving. The Big Risk is that some
these Port investments will be
‘’Hambanota’’-ed.
Bloomberg reported that
Hambantota Port has ‘become a
cautionary tale for Xi’s Belt and
Road aspirations. The idea was to
take an inconsequential harbor
visited by fewer than one ship a
month on average and turn it into a
modern, bustling seaport adorning
a southern Belt and Road maritime
route. It hasn’t turned out so well.

Stanbic economist Jibran Qureishi said the decline should not be a
cause for alarm as the July PMI was
still above the historical average
since data collection began.
He however cautioned that the
growth might drop further in coming months if taxes as proposed in
Finance Bill 2018 are effected.
This he said, will increase production cost, with companies forced to
increase commodity prices and cut
on human resource.
“Anecdotal evidence in July seems
to be pointing to rising input costs
for firms. That said, other tax measures may still come through over
the coming months, subject to pending court decisions,” he said.
Last month, High Court suspended the implementation of new taxes
imposed under the Finance Bill 2018,
including those on mobile money
and kerosene.
Kenyan private sector output rose
in July, thereby extending the period
of expansion to eight months. Anecdotal evidence pointed to favourable
demand conditions and growth in
credit to the sector.
The survey shows firms received
strong market demand driving up
new business while export orders
rose at the fastest pace since March.
According to CBK, private sector
credit grew by 4.3 per cent in the 12
months to June this year compared
to 2.4 per cent same period last year.
It indicated that lending to the sector
is expected to pick up gradually with
continued recovery of the economy.
Credit to the manufacturing, buikding and construction, and trade
sectors grew by 12.3 per cent, 13.5
per cent and 8.6 per cent respectively.
The monthly survey measures the
performance of agriculture, mining,
manufacturing, services, construction and retail sectors and is derived
from a survey of 400 companies.
The PMI is based on five individual
indexes with the following weights:
new orders, output, employment,
suppliers’ delivery times and stock
of items purchased.

Hambantota (population at the
time 11,200) got a new port. The
port at Hambantota, was partly funded during the Rajapaksa
administration by a loan from the
Export-Import Bank of China. By
the time Rajapaksa was voted
out of office in 2015, more than
90 percent of Sri Lanka’s government revenue was going toward
servicing debt. Last year, with
Xi’s Belt and Road plan in full flow,
a new Sri Lankan government
moved to ease the debt. In return
for $1.1 billion, it basically handed
the seaport over to China.
“All these huge projects are a
waste,” says Sisira Kumara Wahalathanthri, a local politician who
opposes the current Sri Lanka
government. “No ships are coming
to the port. No flights are coming
to the airport.”
I am bullish on the Blue Economy and in particular the Indian
Ocean Economy which is set to
relive its glory days. Unlike the
marvellous song ‘’Everyones a
Winner’’ by Hot Chocolate, but
There will be Winners and Losers.
Everyone is drinking the Indian
Ocean ‘’Kool-Aid’’ right now.
Aly-Khan is a financial analyst
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4.3%

Private sector credit
growth in July
Data by the Central Bank of Kenya
shows lending to private firms almost doubled to 4.3 per cent in July
compared to 2.4 per cent growth
recorded the same period last year.

Quickview

Internet Solutions
has launched a real
time monitoring
solution dubbed
Monitoring as a
Service (MaaS)
which will
automatically
enable clients
to monitor and
troubleshoot any
possible issues
within their entire IT
infrastructure.

CAN YOU EXPLAIN
(IN SIMPLE TERMS)
YOUR STARTUP’S
GREAT IDEA?
Startup and technical business
leaders often don’t tell their
innovation stories well. They rely too
much on industry jargon and complex
detail to get their points across.
This is a huge missed opportunity.
When you’re doing good work, you
want people to know about it. So
whether you’re drafting website copy,
a marketing brochure, or a press
release, follow a few rules. (1) Use
simple language to communicate
your message. Jargon and complex
terminology will only confuse the
reader; clear, straightforward writing
will draw in a broader audience. (2)
Don’t cram many ideas into one
story or release. Keep it simple, and
build your narrative one idea at a
time. (3) Consider hiring professional
storytellers. Seek out writers who
have crafted op-eds or articles for a

variety of publications. It’s not easy
to tell stories about complicated
topics, but doing so is essential if you
want your company’s work to be
recognized.

